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Accounting system, 70
Accounts payable, 44
Accounts receivable, 43—44
Accrual basis of accounting, 41-42
Activity ratios, 55
Adelphia Communications, 6
Age of facility ratio, 6263
American Red Cross, 12
Analyst conflicts of interest (Title V),
9,11
Anti-discrimination legislation, 131
Arthur Andersen LLP, 6, 28, 33, 125
Assets, 43—45
Audit, 129
defined, 30
Audit committee, 33, 93, 129
creation of, 35-36
procedures and protocols, 195-196
role of, 3638
and small nonprofits, 159-160
SOX requirements for, 34—35
Auditor, 141
restriction of services, 33—34
Auditor independence (Title II), 8, 11,
28-29
Auditor’s opinion, 30-32
adverse, 31
disclaimer of opinion, 31-32
qualified, 31
unqualified, 30

unqualified with explanatory language,

30-31

Average collection period ratio, 57
Average payment period, 59

Balance sheet, 49,.42-46
assets, 43-14
liabilities; 4
net .ssess, 45—46
sempie, 167-174
Benavioral norms, 106
Behavior and its consequences,
104-105
Beliefs, 106—107
Below the line items, 48—49
Best practices (SOX), 127
checklists, worksheets and sample
documents, 165—223
and the board, 85-102
governance, 86—89, 98-102
and creating competitive advantage,
137-154
and organizational culture, 103—-121
for small nonprofits, 155-163
Black Tuesday, 4
Board, nonprofit, 22
composition of, 23
culture, 112-121
strategies for change, 120-121
transforming, 119-120
duties, 22-23
dysfunctional, 112, 114-119
governance profile and performance
expectations, 203-205
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Board, nonprofit (cont.)
guided by ethical and operational
principles, 100
incorporating SOX best practices in
activities and administration,
9697
leadership and role clarity, 99
members, potential, 142-143
membership and deliberations,
90-95
traditional standards of behavior,
91-93
upgraded standards based on SOX
best practices, 93
orientation, 97-98, 207-209
overall management responsibility,
100-101
oversight and governance, 89,
98-102
policies and procedures, in small
nonprofit, 161
recruitment and retention, 93
relationship with auditor, 32-33
responsibility regarding financial
statements, 32—38
and staff interaction, 100
Board binder, 207-209
contents, 208—209
Bonds payable, 44
Bush, George W., 7
Business continuity plan (BCP),
149-154, 219-223
defined, 150-151
designing, 151-154
sources of business interruptions,

149-150

California “Nonprofit Integrity Act”
(SB1262), 24-25, 87-88, 108
and fundraising activities of board,
101-102
Capital structure ratios, 55
Cash basis of accounting, 41—42
Cash equivalents, 43

Ceremonies, 106
Chief Executive Officer (CEQ), and
interaction with board, 100
Circuit breakers, 5
Client files, 132
Code of ethics for board and senior
management, 94, 201-202
sample, 202
for small nonprofit, 161
Commission resources and authority
(Title V1), 9, 11
Common-size analysis, 54
Competitive environment, 124
Confidential reporting system, 7778
ombudsman, 77-78
third-party reporang systems, 78
Conflict of interast policy, 94-95,
197—19%
for smai! nonprofit, 160-161
Conerdl azdvities, 71
Coblidge, Calvin, 3
Clorporate and criminal fraud
accountability (Title VIII), 9, 12
Corporate fraud and accountability
(Tidle XI), 10, 12
Corporate responsibility (Title III), 8, 11,
28-29
Corporate tax returns (Title X), 10, 12
Current assets, 43
Current investment, 44
Current liabilities, 44
Current ratio, 56

Days cash on hand, 58

Debt service coverage ratio, 65

Decision-making models, 98-99

Depreciation, 48

Development, 129-130

Document preservation (Title VIII), 9,
12, 79-84, 86, 95

Document retention, archiving, and
retrieval, 79-84, 129-130, 131,
158-159, 191-194

and small nonprofits, 158—159



Donors, 130, 141-142
Dysfunctional boards, 112
factors that contribute to dysfunction,
118-119
sources of dysfunction, 114-116
symptoms of dysfunction, 116-118

Economic history, U.S., 3—7
Great Depression, 3—4
Securities Act of 1933, 4
Securities Exchange Act of 1934, 5
twenty-first century corporate and
accounting scandals, 57
Adelphia Communications, 6
Arthur Andersen LLP, 6
Enron Corporation, 6
Global Crossing, 6
Tyco, 6
WorldCom, Inc., 6
Xerox, 6
EDGAR. See Electronic Data Gathering,
Analysis, and Retrieval system
Electronic Data Gathering, Analysis, and
Retrieval (EDGAR) system, 5
Enron Corporation, 1, 2, 6, 28, 125
Environment, 107
Ernst & Young, 33
Everson, Mark W., 13, 109
Executive director (F1)
compensation‘nackage, 23
and interaction with board, 100
relationship with auditor, 27-28, 33
and responsibility for internal control
system, 69
Exempt Organization Hotline, 2, 24, 87
Expenses, 48

Fairness, of financial statements, 32—33
Family and Medical Leave Act, 131
Financial Accounting Standards Board
(FASB), 29
FASB standard 116, 30
FASB standard 117, 29-30
lobbying activities, 73, 74
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salaries for managers and staff, 73
certification by upper management, 73
Financial disclosures (Title IV), 8-9, 11
Financial literacy, 94
training, for small nonprofits, 160
Financial operations, 128129
Financial ratios, 55—65
asset management ratios, 55, 61-63
age of facility ratio, 62
fixed assets ratio, 62
total asset turnover ratio, 61—62
debt management ratios, 55, 63—65
debt service coverage ratio, 65
long-term debt ta net assets, 63—64
times interest ¢arned, 64
liquidity raties, 55, 56-59
average-colicction period ratio, 57
averjigy payment period, 59
curreat ratio, 56
days cash on hand, 58
quick ratio, 57
profitability ratios, 55, 59—61
operating margin, 60
return on total assets, 60—61
Financial statements, 29-30
analyzing, 52-65
common-size analysis, 54
financial ratios, 55—65
trend analysis, 53—54
basic statements, 40
board’s responsibility regarding, 32-38
reading and interpreting, 39-65
Financing activities, 51, 52
Fixed assets ratio, 62
Form 990, Return of Organization
Exempt From Income Tax,
19-21, 40, 41, 6774, 127,
140-141
advantages of good internal control
systems, 69—72
board’s role in improving, 72-74
fundraising, 72—73
lobbying activities, 73—74
salaries for managers and staft, 73
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board’s role in improving (cont.)
certification by upper management,
71-72
importance of, 68—69
Form 990-EZ, 40, 41, 67—68
Fund balance, 45
Funding sources, 141-142
Fundraising, 72-73, 129-130
California Nonprofit Integrity Act
and, 101-102

Gains, 47

Generally accepted accounting
principles (GAAP), 29

Global Crossing, 6

Goals, 107

Grassroots organizations, 124, 125

Great Depression, 3—4

GuideStar, 40, 68, 127, 140

Haight-Ashbury Free Clinic, 88, 91
Harding, Warren, 3

Hoover, Herbert, 3

Human resources, 131-132

Income statement, 46
Insurance, 95
Insurance professional, 14
Internal control syster. \65—72
accounting system, 70
code of ethics, 69
control activities, 71
monitoring activities, 71
review of, 126-135, 211-212
Internal Revenue Code
section 501(c)(3), 29, 40, 67, 68
Internal Revenue Service (IRS),
140
Intervention strategies, 107—-108
Investing activities, 51, 52

Labor payable, 44
Language, 106

Legislative environment for
nonprofits, 13-25, 86-89
California’s “Nonprofit Integrity
Act,” 24-25
U.S. Senate Finance Committee
hearings on nonprofit
accountability, June 2004, 1324
Liabilities, 44
Loan policies, 125
Lobbying activities, 74
Long-term debt to net assets, 63—64

Mission-driven organizations, 124
Monitoring activities, 71
Mortgages payable, 44

NASDAQ, 35
National Ceaterror Charitable Statistics,
40,68
Net oscets, 45—46
vertnanently restricted, 45
temporarily restricted, 45
unrestricted, 45
Newcomers, 104
New York Stock Exchange (NYSE), 4
Non-current assets, 44
Non-current liabilities, 44
Nonprofit organizations
legislative environment and, 13-25
and relevance of Sarbanes-Oxley Act,
12-13
Notes payable, 44

Ombudsman, 77-78
Operating activities, 51, 52
Operating margin, 60
Organizational culture, 103—121
as barrier to SOX best practices,
108-110
defined, 104
interpretation of, 105-108
introducing change, 110-112
modeling new behavior: SOX best
practices, 111-112
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time required for change, 112
Orientation, 97-98, 207-209
Oxley, Michael, 2

Philanthropic Research, Inc., 140
Pipevine, 88
Platinum operating standards, 123-135
characteristics of, 125—126
conducting review of internal controls,
126-135
incorporating SOX best practices,
126-128
Policies and protocols, 107
Price Waterhouse, 33
Privacy issues, 130, 132
Problem solving, 107
Pro bono assistance, 162—163
Profit and loss (P & L) statement, 46
Programs and operations, 132
Public Company Accounting Oversight
Board (PCAOB) (Title I), 7, 8,
10-11
Public Company Accounting Reform
and Investor Protection Act %, 7.
See also Sarbanes-Oxley “Act
Public trust and scrutiny, 89

Quick ratio, 57

Regulatory practices knowledge, 95
Return on total assets, 60—61
Revenues, 47
Risk management plan, 213-218
sample, 217-218
worksheets, 213217
Risk management program, 144-149
designing program, 148
developing plan, 148-149
risk administration and monitoring,
147-148
risk assessment, 145146
risk management implementation,

146147
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Roosevelt, Franklin D., 4
Rules of the game, 106

Salaries for key managers and staff
members, 73
Sarbanes, Paul, 2
Sarbanes-Oxley Act (SOX), 1-26
best practices resulting from
compliance, 3, 138—154
current legislative environment for
nonprofits, 13-25
economic history and, 3—6
importance of, 7
list of titles and sections of Act,
7-12
provisions of; 2
relevance o nonprofits, 12—13
Schein, Edgas, 104
SEC. Zee Securities and Exchange
Commission
Securities Act of 1933, 4, 29
Securities and Exchange Commission
(SEC), 5
EDGAR, 5
Securities Exchange Act of 1934, 5, 29
Small nonprofits, 155-163
adopting SOX best practices, 157
customizing SOX best practices
successfully, 162—-163
myths that impede, 155-157
scaling SOX best practices to suit
needs, 157-161
Smith, Adam, 124
Social marketing, 111
SOX. See Sarbanes-Oxley Act
Staff members, 143
Statement of cash flows, 40, 50-52
financing activities, 51, 52
investing activities, 51, 52
operating activities, 51, 52
sample, 184-187
Statement of changes in net assets, 40,
49-50
sample, 181-184
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Statement of operations, 40, 46—49
below the line items, 48—49
expenses, 48
revenues, gains, and other support,

47
sample, 175-180

Stock market crash of 1929, 4

Strategic planning, 107

Studies and reports (Title VII), 9, 11

Suer, Oral, 113

Support, 47

Term limits, 203-204
Third-party reporting systems, 78
Time line, establishing, 135
Times interest earned, 64

Total asset turnover ratio, 61-62
Traditions, 106

Transparency, 21

Trend analysis, 53-54

Truth in securities act, 4

Tyco, 6

U.S. Senate Finance Committee
hearings on nonprofit accountability,
2,13-24, 108

proposals, 2
staff paper, 86-87
United Way, 12

United Way of the National Capital Area,

112—-113, 125, 138

lessons learned from scandal, 113—114

United Way of the San Francisco/Bay
Area, 88, 91

Values, 106—107
Vendor contracts, 130
Volunteers, 143

Web site, 143
Whistleblower protection: (Title VII), 9,
12, 76-77,5¢,.95, 132

sample policy;. 1659
and small acuprofits, 157-158
White celar crime penalty (Title IX),
10,12
Wcrkers Compensation claims and
legislation, 131
“WorldCom, Inc., 6, 125

Xerox, 6



